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The Company manufactures and sells lubricants and lubricant additives. Its principal 
customers are major oil companies and wholesale distributors and marketers of petroleum 
products. A number of copyright trade names, familiar to the industry, are used to describe 


the Company’s products, but these brand names do not appear at the retail or end-user level. 


Additives account for the bulk of production. These are used mostly in oils for internal 
combustion engines and perform such functions as sludge dispersion, rust prevention and 
oxidation inhibition. Modern engine design demands performance levels in lubricants which can 
only be achieved through the use of additives. The field includes automotive, diesel, marine, 


aircraft and industrial engines. 


A small scientifically oriented sales force, backed up by a continuous program of research 
and development, is essential for success. While the number of customers is relatively small, 
the number of individuals involved in a lubricant reformulation decision is sizeable, so that sales 
coverage must be made in depth. Furthermore, since sales are made on the basis of cost 
and performance, sales personnel must possess technology in both the preparation and 


application of additives. 


Products are sold in varying concentrations and different units of measurement. It is 
not meaningful, therefore, to tabulate production in physical terms. The sales value, as shown 


on the financial statements, gives perhaps the best indication of the Company’s size and growth. 


Products are shipped in tank cars, drums and bulk marine shipments. For the past tive 
years over 50% of the Company’s sales were exported. Destinations include the United States, 


United Kingdom, Europe, Australia and Japan. 


een Kepork to SIRS ney Employees 


The trends toward lowe Sissies olite| elie: Coa | in the manufacture and sale 
of additives and unfavorable currency exchanges have continued through 1972. 
As a result, net sales at $2,377,663 were down 8. 2% and there was a net loss of 
$68,034 or 9¢/share compared with a profit of $6,009 or 1¢/share in the previous 


year. 


World oversupply, coupled with a general reformulation away from certain 
metal containing additives, has depressed prices of these components to unprece- 
dented low levels. A further contributing factor has been the government price 
control program in the United States where the major production originates. We 
are pleased to report, however, that the bottom appears to have been reached and 


in recent months a general firming trend in 1 prices has developed. This should affect 
the company’s results in the last half of 1973. 


A particular source of loss in 1972 was the poor performance of sterling with 
respect to the dollar. At the time of devaluation in June, the Company had sub- 
stantial receivables in sterling, which were instantly discounted by approximately 
10%. Subsequently, the precaution of selling sterling forward has been ttken to 
cover all sales to sterling areas. More recently, sterling has firmed and rebounded 


from its low. 


In the area of increasing costs, two significant factors should be pointed out 
and emphasized; one is the cost of energy, and the other is the cost of environmental 
protection. Both of these have increased to a much greater extent than the other 
factors of production, and show signs of continuing to increase. Recognizing this 
trend, a considerable portion of the Company's research and development effort has 


been devoted to controlling these costs. 


It has taken longer than anticipated to reach commercial production on the 
newly developed products. Progress has been made, however, and one new product 
is expected “on stream” during the second quarter of 1973. Another is due early 


in 1974. Higher profit margins should be associated with the new products. 


We sincerely believe that the profit “trough” has now been passed. The firsi 
quarter of 1973 showed a small profit. Some price improvements, together with 
increased sales, should make the second quarter somewhat more profitable. The 
contribution from new products and further improvement in selling prices, should be 
felt in the last half of this year and should result in a respectable profit performance. 
The pitfalls will be rising costs and technology changes. Your management will be 


dedicated to the task of effective supervision and control of these factors. 


| wish to take this opportunity to thank the employees and shareholders for 
their support during the difficult period we have been through. Hopefully the future 


will justify their confidence. 


Respectfully submitted, 


F. W. EVANS, 


President. 
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(with comparative figure 


AS SETS 
1972 1971 | 
CURRENT ASSETS 

Cosh. A acne TE AG es Pe eee S$ 44333 S$ 30,088 
Accounts receivable ~........ Rr ie tel RO nO ADS If \\ A 589,474 
Income taxes recoverable... 5 ate), leet ene 37079 69,191 
Inventories, at lower of cost and net realizable value . Sing” bro 7770 396,498 | 
Prepaid -expensés«. 2 . soups 2g ee 14,069 127996 
1,051,961 1,103,297, 

FIXED ASSETS (note 1) 
Land, buildings, machinery and equipment, at cost .................. 2797 2 2,7 38) \09 
Less accumulated depreciation 22%... siamese en 1,250,696 1,094,032 
1,546,579 L689. 133 
ORGANIZATION) EXPIEINSE 522s tee Siete eet ene oe ea DHHS DIES 
$2,601,315 $2,745,205 

AUDITOR 


To the Shareholders of 
Surpass Chemicals Limited 


We have examined the balance sheet of Surpass Chemicals Limited as at 
application of funds for the year then ended. Our examination included a general 
supporting evidence as we considered necessary in the circumstances. 


In our Opinion these financial statements present fairly the financial position 
source and application of its funds for the year then ended, in accordance with ge 
preceding year. 


Toronto, Canada 
March 29, 1973 
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December 31, 1971) 


CURRENT LIABILITIES 


BoInikacaviGinees (NOte: 2) Sons ea se bee beh 


Acccunts payable and accrued liabilities 
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CAPITAL STOCK 


Authorized — 1,500,000 shares of no par value 
Issued = e/OALOAGeSINCES: ns .0 i. sla oe | 
RETAINED I EARINIINGS mittee gi che eG RE ee he 


Long term lease (note 6) 


Approved by the Board 
F. W. EVANS, Director. 
E, A. CLARKE, Director. 
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1972 


inghlog see oe Re $ 415,386 
CE eee 495 397 


10,783 


Ve 2 ene ee 96,550 


1,593,982 


mber 31, 1972 and the statements of income, retained earnings and source and 


iew of the accounting procedures and such tests of accounting records and other 


the company as at December 31, 1972 and the results of its operations and the 


lly accepted accounting principles applied on a basis consistent with that of the 


Thorne Gunn & Co., 
Chartered Accountants. 
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$ 407,878 
517,061 


924,939 


158,250 


Lad, 159 
80,857 
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$2,745,205 
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Statement of Sncome 


Year Ended December 31, 1972 
(with comparative figures for 1971) 


1972 197] ‘| 
Sales Oe a ht et = hited ss ogee os eres ee 2,523,/01 $2,648,753 
Less prepaid freight srarees or : rem Seree A eee 4G SSE 39,992 
Net sales 24 ccc fcc. cee PS eee en eee P37 I 003 2,589,161 
-Gost cf gocds sold, eSile and administrative expenses ............. ee DXN0) 34 2 /AOoiOm 
Operating protit before, depreciation: 2, 42.. 7 tee 155,407 


Deprecicnhions bares. ae 


Income (loss) before income taxes . . 


Income taxes (note 3) 


Current (recoverable) 
Deferred (reduction) 


Net income (loss) for the year 


5 (68,034 034) aes 


Earnings (loss) per share based on 764,848 issued shares | 


Se of ional C annie 


Year Ended December 31, 1972 
(with comparative figures for 1971) 


1972 197] | 
Balance at beginning of year aa 


As previously reported ....... faire aes. Va eee $°-*66,621 > 00,612 
Adjustment of prior year’s income taxes (note 3) eee Rare pate 3 14,236 14,236 
AS yesicteds 2 = Me ot ee sistas, eee eae eee Were: 80,857 74,848 
Net-income (loss for the Year 9. 3: 3.2 oe ete ee ee (68,034) 6,009 
Balange at 6nd =of year 220. 2. eee ee $12,623 $ 780/857 


SSS SS SS. 


Surpass Chemicals Limited 
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Year Ended December 31, 1972 
(with comparative figures for 1971) 


1972 
Seurce of funds Tana 
Operations 
NetsincOmes (IOSS\) TOKMIDe VECR omic o Rick ue oslo dna ee. . be $ (68,034) 
Items not involving current funds nee 
; DNOIRSETS NICs os. chy ls UE ie ne ce gen el ae 156,663 
Detemre cinco mer tcixes: cma en tra Fo Se hk mae deh aol e coe (61,700) 
26,929 
PRecee ds uironims@leso1 Mec aCSSetSimen ah) oe A Ae ue p Ba eee a 
26,929 
Application of funds 
XAOS MIOudIDXCC KOSSECIS= aaa) uae Gl eves ie Posie oe Biss hee wed 64,109 
Decrecseminme WO MnOMCCOIG ima. -lu key ar cite eee en Peta dy any 37,180 
Working capital at beginning of year 
BSMORCVIOUS IVECO OK IC CMe an in tes ae ue eee ee ee Slo em ae cs 164,122 
Adjustment of prior year’s income taxes (note 3) .............-.-..005-. 14,236 
PRS, HOSS OTIETON Ta Sete Names cee SO an 178,358 


VAGG ie eer on folltohe ternch OP AVetcle comme Sates aver | oath tn os o)sey Sak Ria) re $ 141,178 
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$ 6,009 


143,685 
58,250 


207,944 
789 


207 ae 


~ 418,699 


208,970 


3/0 ,092 
14,236 


387,328 


$ 178,358 


Surpass Chemicals Limited 
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Year Ended December 31, 1972 


1972 1971 : 
Accumulated 
Cost Depreciation Net Net 
FIXEDSAS SEIS 
Lente 3 nee ee $a Eos 628 $, 5S,623 5) See ooeus 
Buildings: <atae5, oo eee ee 290,476 $ 62,546 227,930 242, 454 
Machinery and equipment ................ sae 2,452,976 1 188,150 1,264,826 I SERIES 


$2,797,275 $1,250,696 $1,546,579 $1/6397133 


BANK ADVANCES 


The company has pledged accounts receivable and inventories and has given floating charge debentures 
as security for bank advances. 


INCOME TAXES 


The company reflects'in earnings income taxes currently payable or recoverable and also reflects income 
taxes deferred by claiming capital cost allowances in amounts differing from depreciation recorded in 
the accounts. The accumulated total of such income tax deferments is reflected in the balance sheet as 
“Deferred income taxes”. 


Retained earnings at beginning of year and the 1971 figures have been restated to reflect a reduction 
of 1970 income taxes. 


REMUNERATION OF DIRECTORS AND SENIOR OFFICERS 


The remuneration of directors and senior officers (as defined by The Business Corporations Act) amounted 
to $97,808 during 1972 ($90,470 during 1971). 


FOREIGN EXCHANGE 


Certain of the company’s current assets and current liabilities include amounts in foreign currency. These 
amounts have been translated into Canadian funds at the rate of exchange prevailing at the balance 
sheet date. 


LONG TERM LEASE 


The company rents a building under a long term lease which expires August 31, 1980, the annual rental 
for which is $24,017. 


Year 


1963 


1964 


1965 


1966 


1967 


1968 


1969 


1970 
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1972 


Surpass Chemicals Limited 


10 


Sales 


$ 617,793 
1,001,887 
1,076,446 
1,069,734 
1,637,137 
2,638,351 
2,637,087 
2,466,871 
2,589,161 


2,377 663 


Cost of 
goods sold, 
selling and 

administrative 
expenses 


$ 622,046 


892,361 

967,861 
1,054,754 
1,467,950 
2,053,067 
2,144,739 
2,028,760 
2,433,754 


2,350,734 


Operating 
Profit (loss) 
before 
depreciation 

and 
income taxes 


$ (4,252) 
109,525 
108,585 

14,981 
169,187 
585,284 
492,348 
438,111 
155,407 


26,929 


Depreciation 


$ 56,907 
65,868 
68,560 
69,066 
90,779. 

105,056 
128,415 
147,261 
143,685 


156,663 


ear Comparative Syste of at eee 


Income 

taxes 
(net of 
reduction) 


$ 55,100 
174,500 
137,500 

SARS) 


(61,700) 


Net income 
(loss) for 
the year 


$ (61,159) 
43,657 
40,025 
(54,085) 
78,408 

425,128 
189,433 
Psy 6010) 
6,009 


(68,034) 
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36 UPTON RD., SCARBOROUGH, ONTARIO 


September 20, 1971. 


Dear Shareholder, 


We report herewith the unaudited results of operations for the six month period ended June 30, 1971 
with comparative figures for the same period in 1970 as follows:— 
Six Months Ended 
June 30, June 30, 


1971 1970 

SEO. Ak Re 4 Gee de, ee. a) $1,333,724 $1,158,019 

aac OUCBUCPLCCIALION RE we oc... KUNNEN RRC Abe ee yg a) asiaul els $ 126,219 $ 234,664 

DSR SET RIE VS oy 2) As An) i SO AU of SS Rd © Oh cals 75,000 65,000 

COMMU CLOLC BIICOIMCLLANCS? Ue at tos, |. UME oot eee ett LO) ao a S219 169,664 
Provision for income taxes 

CC LGreti ane ahs) Gees 5.5 EM ER EE Sh, — 51,000 

DDeLerecd am eee sia, tee me bl sea ats OE en rn 18,625 28,000 

18,625 79,000 

INeieINCOMCEIOL tcaDeLiOd ie... 2... <.). ee oo igh Ay Ae Oe Oe $ 32,594 $ 90,664 

Ee ARI CSTOCI@SLALCMmnay. Sete Na to en Min Ap es GO MRED ae oo. Cale fe gS, 4.3¢ 11.8¢ 


STATEMENT OF SOURCE AND APPLICATION OF FUNDS 
Source of funds 


Operations 
INGCHNC OME TOR NES DeTIOd it wirc) hh: Mem ME ORES gy os cs 2 Li $ 32,594 $ 90,664 
Items not involving current funds 
I EDECCIALION pi Bane ee 2s iis), See MIT Go eee 75,000 65,000 
IDelerrediNCOmentaxesee cela | co eh Gk, 18,625 28,000 


126,219 183,664 
Application of funds 


EEX OC AMIEURCSEOUGLIK CW ASSCLS tr tein aku in.) Pewee ca Ree ee a a Ls 25 Sel >] LIZ Sie 
inerease-or.( Decrease) «im working capital: position Jame... uke. ke ced (131,938) 71,091 
DVOLKines CapitaledtsDeoInNINy OL Period 457 Ui... seemeedae er. Men ee cK 3733092 316,024 
MV OukamerCaDic eaten Ob PerlOd?. a. 25 che. sp RMR Be. |. Wen teash oS ates y $ 241,154 $ 387,115 


Factors contributing to the lower earnings, in spite of higher sales volume, were new product startup 
difficulties, lower product prices and adverse dollar exchange rates. In addition, late deliveries of new 
equipment necessitated operating existing plant beyond its optimum capacity and resulted in lower yields or 
higher raw material consumption. 


Startup problems have now been largely overcome and new production capacity completed in August. 
This should result in improved performance during the balance of the year. 


Very truly yours, 
SURPASS CHEMICALS LIMITED, 


FRED W. EVANS, President. 


